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20.1 What isthe purpose of this section?

In this section we define budget terms — such as budget authority, obligation, and outlay — that you need to
know in order to understand the budget processandthiscircular. Wealso explain certain of thetermsin depth.

20.2 How do | usethis section?

Go to the next section (section 20.3) if you just need a brief definition of aterm commonly used in the
budget process. That section lists the terms in alphabetical order.

Go to sections 20.4 - 20.11 if you need a fuller explanation of the terms and concepts listed in the
section titles of the Table of Contents above.

Goto section 20.12 if you need to know about investing fund balances in Treasury securities or other
Ssecurities.
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* Goto section 85, Federal Credit, if you need to know more about the credit terms defined in section
20.3.

20.3 What special termsmust | know?

Agency means a department or establishment of the Government for the purposes of this Circular.
(cf., bureau)

Allowance means a lump-sum included in the budget to represent certain transactions that are expected to
increase or decrease budget authority, outlays, or receipts but that are not, for various reasons, reflected inthe
program details. For example, the budget might include an allowance to show the effect on the budget totals
of aproposal that would affect many accounts by ratively small amounts, in order to avoid unnecessary detail
in the presentations for the individual accounts. The President doesn't propose that Congress enact an
allowanceas such, but rather that it modify specific legislative measures as necessary to producetheincreases
or decreases represented by the allowance.

Appropriated entitlement — See entitlement authority.

Appropriation meansa provision of law (not necessarily in an appropriations act) authorizing theexpenditure
of fundsfor agiven purpose. Usually, but not always, an appropriation provides budget authority (see section
20.4).

BEA means the Budget Enforcement Act of 1990, as amended. (See section 15.3.)
Borrowing authority refers to a type of budget authority. (See section 20.4.)

Budget means the Budget of the United States Government, which sets forth the President's comprehensive
financial plan and indicates the President's priorities for the Federal Government. (See section 10.1.)

Budget account meansareceipt account or an expenditureaccount established intheMAX database. Budget
expenditure accounts are based on appropriations and fund accounts established by the Treasury Department
to account for the budget authority provided by Congress for a particular purpose or under a particular
appropriation title. Where Congress provides budget authority for different periods of availability — annual,
multi-year, or no-year (see section 20.4(c)) — for the same purpose or under the same appropriation title,
Treasury establishes separate accounts for each given period of availability (except for amounts with no-year
availability). Theaccounts have common account titles and identification codes, except for a codeto indicate
the period of availability. For example, if appropriations acts for fiscal years 1998, 1999, and 2000 each
provided budget authority with annual availability under thesametitle, Treasury would establishthreeseparate
accounts; and if the appropriations acts also each provided budget authority with two-year availability under
the same title, Treasury would establish three more separate accounts. Budget expenditure accounts (also
commonly referred to as appropriations and fund accounts) aggregate the data in the separate Treasury
accounts for period of availability without distinction. Also, in some cases, the budget further consolidates
Treasury accounts for different purposes or appropriation titlesinto a single budget account for presentation.
(Seesections 71.1, 71.7, and 71.8.)
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Budget authority (BA) means the authority provided by law to incur financial obligations that will result in
outlays. Specific forms of budget authority include appropriations, borrowing authority, contract authority,
and spending authority from offsetting collections. (See section 20.4.)

Budgetary resource means an amount availableto enter into obligationsin agiven year. Theterm comprises
new budget authority for that year and unobligated balances of budget authority provided in previous years.

Budget totals means the totals included in the budget for budget authority, outlays, and receipts. Some
presentations in the budget distinguish on-budget totals from off-budget totals. On-budget totals reflect the
transactions of all Federal Government entities, except those excluded from the budget totals by law. Off-
budget totals reflect thetransactions of Government entities that laws excludefrom the on-budget totals (those
of the Social Security trust funds and the Postal Service). The budget presents combined on- and off-budget
totalsto derivetotalsfor Federal activity, sometimes called the unified budget totals. For example, seetheend
of the chapter “ Federal Programs by Agency and Account” in the Analytical Per spectivesvolume of the most
recent budget.

Bureau means the principal subordinate organizational units of an agency.

Cap meansthelegal limitsfor eachfiscal year onthebudget authority or outlaysfor acategory of discretionary
spending. (Seesection 20.9.)

Cash equivalent transaction means a transaction in which the Government makes outlays or receives
collectionsin aform other than cash or the cash does not accurately measure the cost of thetransaction. (See
section 20.8.)

Collection means money collected by the Government that the budget records as either a governmental receipt
or an offsetting collection. (See section 20.7.)

Contract authority refers to a type of budget authority (see section 20.4.)

Cost means the cash value of the resources allocated to a particular program. When used in connection with
Federal credit programs, theterm meansthe estimated |ong-term cost to the Government of adirect loan or loan
guarantee, calculated on anet present valuebasis, excluding administrative costs and any incidental effectson
governmental receipts or outlays. (See section 85.)

Credit program account means an account into which an appropriation for the cost of a direct loan or loan
guarantee programis madeand from which such cost is disbursed to afinancing account for theprogram. (See
section 85.)

Deficit means the amount by which outlays exceed receiptsin afiscal year. 1t may refer to the on-budget, off-
budget, or unified budget deficit. (See budget totals.)

Deferral means any executive branch action or inaction that withholds, delays, or effectively precludes the

obligation or expenditure of budgetary resources. The President proposes deferrals to Congress by special
message. They are not identified separately in the budget. (See section 112.1.)
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Deposit fund means an account established to record amounts held temporarily by the Government until
ownership is determined (e.g., earnest money paid by bidders for mineral leases) or held by the Government
asan agent for others (e.g., Stateand local income taxes withheld from Federal employees' salaries and not yet
paid to the State or local government). Deposit fund transactions are excluded from the budget totals because
thefunds are not owned by the Government. Sinceincreases in deposit fund balances reduce Treasury's need
to borrow, they are a means of financing a deficit or a surplus.

Direct |oan means a disbursement of funds by the Government to anon-Federal borrower under acontract that
requires the repayment of such funds with or without interest. The term also includes certain other kinds of
transactions that extend credit. (See section 85.) (cf., loan guarantee.)

Direct spending — See mandatory spending.

Discretionary spending means budgetary resources (except those provided to fund direct spending programs)
provided in appropriations acts. (See section 20.9.) (cf., mandatory spending.)

Emergency appropriation means an appropriation that the President and the Congress have designated as an
emergency requirement under the BEA. (See section 20.9.)

Entitlement authority meanstheauthority to make payments (including loansand grants), thebudget authority
for which is not provided in advance by appropriations acts, to any person or government if, under the
provisionsof thelaw containing that authority, the United Statesis obligated to make such paymentsto persons
or governments who meet the requirements established by that law. Examples of entitlement authority include
benefit payments for Social Security, medicare, and unemployment insurance. For the purposes of the
congressional budget process, the Congressional Budget Act expressly includesthefood stamp program under
thedefinition of entitlement authority, eventhough the budget authority for thisprogramis provided in advance
by appropriations acts. The Budget Enforcement Act includes entitlement authority in its definition of
mandatory spending (see below and section 20.9). The BEA also defines certain programs as entitlement
authority, even though the budget authority for those programs is provided by appropriations acts. The BEA
refersto these as mandatory appropriations or appropriated entitlementsand defines them by referring to a
list in the conference report on the Balanced Budget Act of 1997, which included the most recent amendments
tothe BEA. For example, veterans compensation is listed as an appropriated entitlement.

Expenditure transfer — Seetransfers.

Federal fundsgroup refersto the moneys collected and spent by the Government through accounts other than
those designated as trust funds. The Federal funds group include general, special, public enterprise, and
intragovernmental funds. (See section 20.11.) (cf., trust funds.)

Financing account means the account that collects the cost payments from a credit program account and
includes other cash flowsto and from the Government resulting from direct |oan obligations or loan guarantee
commitments made on or after October 1, 1991. At least onefinancing account is associated with each credit
program account. For programs with direct and guaranteed loans, there are separate financing accounts for
direct loans and guaranteed loans. Thetransactions of thefinancing accounts, which areameans of financing,
arenot included in the budget totals. (See section 85.) (cf., liquidating account.)
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Fiscal year means the Government's accounting period. It begins on October 1 and ends on September 30,
and is designated by the calendar year in which it ends.

Full-timeequivalent (FTE) employment isthebasic measure of thelevels of employment used inthe budget.
It is the total number of hours worked (or to be worked) divided by the number of compensable hours
applicableto each fiscal year. (Seesection 32.1.)

Functional classification means the array of budget authority, outlays, and other budget data according to
themajor purpose served — for example, agriculture, national defense, and transportation. (Seesection 79.3.)

General fund means the accounts for receipts not earmarked by law for a specific purpose, the proceeds of
general borrowing, and the expenditure of these moneys.

Governmental receipt — Seereceipt, governmental.

Liquidating account means an account for a credit program that includes all cash flows to and from the
Government resulting from direct loan obligations and loan guarantee commitments made prior to October 1,
1991. Unlike financing accounts, these accounts are included in the budget totals. (See section 85.) (cf.,
financing account.)

Loan guarantee means any guarantee, insurance, or other pledge with respect to the payment of all or a part
of theprincipal or interest on any debt obligation of anon-Federal borrower to anon-Federal lender. Theterm
doesnot includetheinsuranceof deposits, shares, or other withdrawableaccountsinfinancial institutions. (See
section 85.) (cf., direct loan.)

Mandatory appropriation — See entitlement authority.
Mandatory spending means spending controlled by laws other than appropriation acts (including spending

for entitlement programs) and spending for the food stamp program. Although the BEA uses the term direct
spending to mean this, mandatory spending is commonly used instead. (Seesection 20.9.) (cf., discretionary

spending.)

Means of financing means borrowing, use of cash balances, and certain other transactions that are used to
financeadeficit or asurplus. By definition, the means of financing arenot treated as receipts or outlays. (See
section 20.7.)

I ntragovernmental fund — See revolving fund.

Non-expenditure transfer — Seetransfer.

Obligated balance means the cumulative amount of budget authority that has been obligated but not yet
outlayed. (See section 20.4(g).)

Obligation means a binding agreement that will result in outlays, immediately or in the future. Budgetary
resources must be available before obligations can beincurred legally. (See section 20.5.)

Off-budget — See budget totals.
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Offsetting collection means a collection from the public that results from a business-type or market-oriented
activity or a collection from another Government account. Offsetting collections are deducted from gross
budget authority and gross outlays in calculating budget authority and outlays, rather than counted in
governmental receipt totals. Some are credited directly to appropriation or fund accounts; others, called
offsetting receipts, are credited to rece pt accounts. Some laws require governmental receipts to betreated as
offsetting collections, and welabe them off setting governmental collectionsor offsetting governmental receipts.
The authority to spend offsetting collections is a form of budget authority. (See sections 20.4(b) and 20.7.)
(cf., receipts, governmental.)

On-budget — See budget totals.

Outlay meansapayment to liquidatean obligation (other than the repayment of debt). Outlaysarethemeasure
of Government spending. Except where outlay figures are labeled as gross, they are stated net of any related
refunds and offsetting collections. Outlays generally areequal to cash disbursements but also arerecorded for
cash-equivalent transactions, such asthe subsidy cost of direct |oans and |oan guarantees, and interest accrued
on public issues of the public debt. (See section 20.6.)

Outyear estimates means estimates for each of the nine years beyond the budget year of budget authority,
outlays, receipts and other items (such as debt). In many cases, the budget displays only four years beyond
the budget year, although nine are included in the database.

Pay-as-you-go (PAYGO) means the requirements in the BEA that result in a sequester if the estimated
combined result of legislation affecting mandatory spending and receipts is a net cost for afiscal year. (See
section 20.9.)

Public enterprise fund — Seerevolving fund.

Reappropriation meansan extensioninlaw of theavailability of unobligated balances of budget authority that
have expired or would otherwiseexpire. A reappropriation counts as budget authority intheyear inwhichthe
balance becomes newly available for obligation. (See section 20.4(h).)

Receipt, governmental means a collection that result from the Government's exercise of its sovereign power
to tax or otherwise compe payment and gifts of money to the Government. Governmental receipts are
compared to outlays in calculating a surplus or deficit. (Seesection 20.7.) (cf., offsetting collection.)
Receipt, offsetting — See offsetting collection

Receipt, offsetting governmental — See offsetting collection.

Refund means the return of excess payments to or by the Government. (See section 20.10.)

Reimbursable obligation means an obligation financed by offsetting collections credited to an expenditure
account in payment for goods and services provided by that account. (See section 20.5.)

Rescission means a legislative action that cancels new budget authority or the availability of unobligated
balances of budget authority prior tothetimetheauthority would otherwisehaveexpired. (Seesection 20.4(i).)
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Revolving fund means a fund that conducts continuing cycles of business-like activity, in which the fund
charges for the sale of products or services and uses the proceeds to finance its spending, usually without
requirement for annual appropriations. Therearetwotypesof revolving funds: Public enterprisefunds, which
conduct business-likeoperationsmainly with thepublic, andintragovernmental revolving funds, which conduct
business-like operations mainly within and between Government agencies. (See section 20.12.)

Scorekeeping means measuring the budget effects of legislation, generally in terms of budget authority,
receipts, and outlays for purposes of the BEA. (See section 20.9.)

Sequestration meansthecancdllation of budgetary resourcesprovided by discretionary appropriationsor direct
spending legislation, following procedures prescribed in the BEA. A sequestration may occur in response to
an appropriation that causes discretionary spending to exceed the discretionary spending caps set by the BEA
or in response to net costs resulting from the combined result of legislation affecting mandatory spending or
receipts (referred to as a "pay-as-you-go" sequestration). (See section 20.9.)

Special fund means a Federal fund account for receipts earmarked for specific purposes and for the
expenditure of thesereceipts. (See section 20.11.)

Spending authority from offsetting collections refers to a type of budget authority (see section 20.4.)
Subsidy means the same as cost when it is used in connection with Federal credit programs. (See section 85.)

Surplus means the amount by which rece pts exceed outlays in afiscal year. It may refer to the on-budget,
off-budget, or unified budget surplus. (See budget totals.)

Supplemental appropriation means an appropriation enacted subsequent to a regular annual appropriations
act, when the need for funds is too urgent to be postponed until the next regular annual appropriations act.

Transfer means to move budgetary resources from one budget account to another. Depending on the
circumstances, the budget may record atransfer as an expenditure transfer, which means onethat involves an
outlay, or asanonexpendituretransfer, which means onethat doesn’t involve an outlay. (Seesection 20.4(j).)

Transfer in the estimates means a proposal to stop funding an activity under one budget account and begin
funding it under another account. A transfer inthe estimates doesn’t involveatransfer of budgetary resources
between the accounts. (See section 20.4(k).)

Trust fund refersto a type of account, designated by law as a trust fund, for receipts earmarked for specific
purposes and for the expenditure of these receipts. Some revolving funds are designated as trust funds, and
these are called trust revolving funds. (See section 20.11.) (cf., special funds and revolving funds)

Trust funds group refers to the moneys collected and spent by the Government through trust fund accounts.
(See section 20.11.) (cf., Federal funds group.)

Unobligated balance means the cumulative amount of budget authority that is not obligated and that remains
available for obligation under law.
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User fee means a feg, charge, or assessment levied on those directly benefiting from, or subject to regulation
by, a government program or activity, to be utilized solely to support the program or activity. (See section
20.7))

20.4 What do | need to know about budget authority?
(a) Definition of budget authority.

Budget authority (BA) means the authority provided by law to incur financial obligations that will result in
outlays. This definition is the same as the one contained in section 3(2) of the Congressional Budget and
Impoundment Control Act of 1974, which Congress uses in the congressional budget process. Y ou violatethe
law if you enter into contracts, issue purchase orders, hire employees, or otherwise obligate the Government
to make a payment before alaw has provided budget authority for that purpose.

(b) Forms of budget authority.

Most laws provide budget authority in the form of appropriations, but some laws provide budget authority in
the form of contract authority, authority to borrow, or spending authority from offsetting collections. The
following tablesummarizesthecharacteristics of each formof budget authority, and thetext following thetable
discusses them in more depth.

FORMS OF BUDGET AUTHORITY

Form of budget authority Summary of Characteristics

Appropriation » Authorizes obligations and outlays using general

funds, special funds, or trust funds.

»  Provided in appropriations acts and other laws.

* Includes the authority to use the sale of loan
assets with recourse.

* May authorize the use of cash-equivalent
payments.

* Not all appropriations provide budget authority.

Contract authority » Authorizes obligations but not outlays.

* Typically provided in authorizing laws and
requires a separate appropriation of liquidating
cash in appropriations acts.

*  Occasionally authorizes obligations in advance of
receiving offsetting collections.

Authority to borrow * Authorizes obligations and outlays to be financed
by borrowing, usually from Treasury.

» Typically provided in laws that authorize
business-like operations and require the
borrowing to be repaid, with interest, out of the
business proceeds.
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Form of budget authority Summary of Characteristics

Spending authority from offsetting collections. » Authorizes obligations and outlays using
offsetting collections credited to an expenditure
account (especially revolving funds).

* Typically provided in authorizing laws.

» Appropriations acts limit obligations in some
Ccases.

»  Obligations may be incurred against accounts
receivable and unpaid, unfilled orders from other
Federal accounts, but not from the public.

(1) Appropriations, as a type of budget authority, permit you to incur obligations and make outlays
(payments). Congress enacts appropriations in annual appropriations acts and other laws, as wdll.
An appropriation may make funds available from the general fund, special funds, or trust funds, or
it may authorize the spending of offsetting collections credited to expenditure accounts (including
revolving funds). Because of the special nature of spending authority from offsetting collections, we
discuss it below as a separate form of budget authority.

We treat the authority to use the proceeds from the sale of financial assets with recourse as an
appropriation. For example, theauthority to usethe proceeds fromthe sale of adirect loan, wherethe
Federal government guarantees repayment of principal and interest in the event of default, is an
appropriation. (The proceeds are not offsetting collections.)

A law that authorizes you to incur obligations and liquidate them through cash-equivalent payments
(see section 20.8) constitutes an appropriation of budget authority.

Some appropriations don't provide budget authority, because they don't provide authority to incur
obligations. Amountsappropriatedtoliquidatecontract authority, toliquidatedeficiencies, or torepay
debt providethe cash needed to liquidate obligations already incurred. Becausethey do not authorize
you to incur new obligations, they are not appropriations of budget authority, and you do not record
them as such. Although there are many variations in the language providing such appropriations,
usually theappropriation heading for such appropriationsincludesasubheading such as” (Liquidation
of Contract Authority),” and the language reads something like, “for payment of obligations....”

(2) Contract authority permitsyou toincur obligationsin advanceof an appropriation of the cashto make
outlaysto liquidatetheabligations. Typically, Congress provides contract authority in an authorizing
law, and requires you to seek a subsequent appropriation of theliquidating cash. Inafew cases, alaw
provides contract authority in order to allow you to incur obligations in anticipation of offsetting
collections. When you receive the collections, you use them to liquidate the obligations. Congress
provides contract authority as a matter of custom for some programs, such as highway programs and
airports and airways programs, but seldom uses this form of budget authority otherwise.

(3) Authority to borrow permitsyou to incur obligations and authorizesyou to borrow fundsto liquidate

the obligations. Usually, the law authorizing the borrowing specifies that you must borrow from the
Treasury, but inafew casesit authorizes borrowing directly fromthepublic. Laws usually authorize
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borrowing for business-like operations, such as the Tennessee Valley Authority, which generates and
sdlls dectrical power. Such laws require the program to repay the borrowing, with interest, out of
business proceeds.

(4) Spending authority from offsetting collections permits you to credit offsetting collections to an

expenditure account, to incur obligations, and to make outlays using the offsetting collections.

Inthesimplest case, you record gross budget authority (spending authority from offsetting collections)
equal to the cash collectionsfor the year and record the cash collections for the year as an offset to the
budget authority. Net budget authority equals zero in such cases.

In other cases, you must adjust spending authority from cash collectionsto yield the amount available
as budget authority. We describe these adjustments in section 82.4 (entries 6810 - 6885 and 6910 -
6985). Wediscuss two of them — adjustments for accounts receivable and unpaid, unfilled customer
orders from other Federal accounts; and amounts precluded from obligation — in more detail below,
because questions about them come up so often.

Changesin accountsreceivable and unpaid, unfilled customer ordersfromother Federal accounts.
Y ou need to adjust the spending authority from cash collectionsif theaccount isauthorized to perform
reimbursable work for another Federal account, and if you incur obligations against accounts
receivableand unpaid, unfilled orders—that is, beforereceiving thecash. Thelaw allowsyou toincur
such obligations as long as the paying account is a Federal account and an obligation is recorded
against resources available to the paying account. In these cases, you must add any net increasein
such amountsfor theyear to the spending authority from cash collections, or subtract any net decrease
in such amounts for the year from the spending authority from cash collections, to yield the gross
budget authority available to the account from offsetting collections. Y ou also add the same amount
to offsetting collections (cash) to yield the amount of the offset applied to gross budget authority in
calculating net budget authority (see section 82.7). (Note: You can't incur obligations against
collections you haven't actually received from non-Federal sources, unless a law specifically allows

it.)

Amounts precluded from obligation. If alaw precludes you from using some of the collections to
incur obligations, you need to reduce the spending authority from cash collections by the precluded
amount to determine the amount of budget authority that is available. For example, in some cases
Congressenactsaobligation limitationsinappropriationsactsthat limit theauthority to spend of fsetting
collections provided in authorizing laws. 1n other cases, the law authorizing the collection may itself
limit the amount of obligations you may incur, such as through a benefit formula. The budget
presentsthe unavailableamountsin an unavailable collections schedul e (see section 86.7). Yourecord
budget authority in the year when the collections become available for obligation under thelaw. As
ageneral rule, you must record obligations first against budget authority from collectionsin that year
and against budget authority from previously unavailable balances only to the extent that budget
authority from collections in that year are not adequate to cover obligations. Y ou always deduct the
full amount of offsetting collections (cash) in the year you collect them, even where alaw precludes
you from obligating all or a portion of the collections in that year. For this reason, an account can
have negative net budget authority.
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Thefollowing illustrates the effect of offsetting collections on budget authority, gross and net, for an
account:

APPIOPIIALION. ...ttt 75
Spending authority from offsetting collections:

Offsetting collections
(0= 1S 0 ) TR U VR PPN 27

From Federal sources: Change in receivables and unpaid,
UNFIHTE OFAENS. ... 2

Portion not available for obligation (limitation on

ODlIGALTIONS).....ee et -4
Spending authority from offsetting collections (total).......... 25
Total new budget authority (gross)......cccceeeeveeeriennns 100
Offsetting collections (cash) credited to the account in that
LS 2 OO PP T PTPPPROPPPRN -27
From Federal sources: Change in receivables and unpaid,
UNFIHTEO OFAEN'S. ..o -2
Budget authority (Net).......cccooceeiieeinieereeree e 71

Theeffect of offsetting collections on outlaysis simpler. Only cash collections are subtracted from
gross outlays to yied net outlays.

The Congressional Budget Act defines offsetting collections (offsetting receipts and offsetting
collections credited to expenditure accounts) as negative budget authority. In the Congressional
budget process, this subjects proposed provisions of law that affect offsetting collectionsto therules
that pertain to budget authority.

Asexplained earlier, wetreat the authority to usethe proceeds from the sale of financial assets (e.g.,
Federal loan assets) with recourse as a form of appropriation, but we don’t count the proceeds as
offsetting collections (see section 20.4(b)(1)).

(c) Determining the period of availability of budget authority.

When alaw appropriates budget authority, it sets the period during which you can useit to incur obligations.
We call this the period of availahility.

One-year budget authority. This term refers to budget authority that is available for obligation
during only onefiscal year. Oneyear isthe default period of availability for annual appropriations
acts, becauseageneral provisionin each of theacts specifiesthat theamounts provided intheact are
available for one year, unless the act expressly provides otherwise. Evenif there were not such
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a provision, the preamble of an appropriations act says that it is for a specific fiscal year. For
example, the following language in an appropriation act would provide one-year budget authority:
“ For expenses of the Office of the Secretary, $1,500,000.”

e Multi-year budget authority. The language for a specific appropriation of budget authority in an
appropriations act may make all or some portion of the amount available for obligation for a
specified period of timein excess of onefiscal year. Usually, the period covers two or morewhole
fiscal years, but it may cover a period that includes part of a fiscal year. Werefer to such budget
authority as multi-year budget authority or, specifically, as two-year budget authority, three-year
budget authority, etc. For example, if the following language appeared in an appropriation act for
2000, it would provide two-year budget authority: “ For research and development, $1,500,000, to
remain available until September 30, 2001.”

* No-year budget authority. Thelanguagefor a specific appropriation of budget authority may make
all or some portion of the amount available“ until expended.” That means you can incur obligations
against it indefinitely. Werefer to this as no-year authority. For example, the following language
provides no-year budget authority: “ For construction, improvements, repair or replacement of
physical facilities, $1,500,000, to remain available until expended.” Authorizing laws that make
appropriations sedom limit the period of availability, so most budget authority provided in
authorizing laws is no-year budget authority.

Under a general law, annual and multi-year budget authority expires at the end of its period of availahility.
That meansyou may not incur new obligationsagainst it. However, you may make adjustmentsto obligations
that were made before the budget authority expired. For example, you could make an upward adjustment in
previously recorded obligations for transportation charges, under an agreement to pay actual transportation
charges, if they turned out to be greater than originally estimated. Y ou may use expired authority to make
adjustments to obligations or disbursements only during a five-year period, beginning with the first expired
year. At theend of thefifth expired year, the authority is canceled, which means that you may not use it for
any purpose. If you have a program with alegitimate need to disbursefunds for morethan fiveyears after the
authority expires — for example, to make disbursements over many years under direct loan contracts, to pay
termination costs under some contracts, or to make payments under a lease — and your OMB representative
approves, you may include specific waivers of these requirements in the pertinent appropriation language (see
section 96.5). OMB Circular No. A-34, sections 43.2-43.6, provides a fuller explanation of expired and
canceled budget authority.

Usually an appropriation act makes budget authority available beginning on October 1 of the fiscal year for
which the appropriation act is passed. However, there are three types of appropriations wherethat is not the
case. They aredescribed beow, and theBudget Appendix lists the those accountsincluded in the budget under
the heading, “ Advance Appropriations, Advance Funding, and Forward Funding.”

»  Advanceappropriation meansappropriations of budget authority that become available oneor more
fiscal years beyond the fiscal year for which the appropriation act was passed. For example, if the
following language appeared in an appropriations act for fiscal year 2000, it would provide an
advance appropriation for fiscal year 2002: “ For operating expenses, $1,500,000, to become
available on October 1, 2001.” In this example, you would record the budget authority in 2002.
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» Advancefunding means appropriations of budget authority provided in an appropriations act to be
used, if necessary, to cover obligationsincurred latein thefiscal year for benefit paymentsin excess
of theamount specifically appropriated intheact for that year, wherethebudget authority is charged
to the appropriation for the program for the fiscal year following the fiscal year for which the
appropriations act is passed. When such budget authority is used, the budget records an increasein
the budget authority for thefiscal year inwhichit isused and a reduction in the budget authority for
the following fiscal year. The following language, when added to regular appropriation language,
provides advance funding: “...together with such sums as may be necessary to be charged to the
subsequent year appropriation for the payment of compensation and other benefits for any period
subsequent to August 15 of the current year.”

* Forward funding means appropriations of budget authority that are made for obligation in the last
quarter of thefiscal year for thefinancing of ongoing grant programsduring the next fiscal year. The
budget records the budget authority in the fiscal year in which is it appropriated. The following
language, if it appeared in an appropriation act for 2000, would provide forward funding, which
would berecorded in fiscal year 2000: “... of which $2,000,000,000 shall become available on July
1, 2000 and shall remain available through September 30, 2001 for academic year 2000-2001.”

(d) Determining the amount of budget authority.

If alaw provides budget authority inaspecific amount, werefer toit asdefinitebudget authority. Weconsider
the budget authority definite even if the language reads "not to exceed" a specified amount. You record the
specified amount as budget authority. For example, this language would provided definite budget authority
of $100 million: “ For salaries and expenses, not to exceed $100,000,000.”

If alaw doesn’t specify an amount of budget authority, but, instead, specifiesavariablefactor that determines
the amount, we refer to the budget authority as indefinite. If the law provides “such sums as may be
necessary” to cover the obligations resulting from an entitlement (such as unemployment insurance), record
budget authority in the past year equal to the amount obligated and in other years equal to your estimate of
obligations. If a law authorizes you to obligate all of the receipts from a specified source, record budget
authority equal to theamount of receipts you collected in the past year and equal to amounts you estimate you
will collect in other years. Record budget authority for the authority to use the proceeds from the sale of
financial assets with recourse the same way, even though the proceeds aren’t recorded as collections.

If alaw appropriates a specific amount to be derived from receipts, it limits the amount of budget authority
actually provided to thelower of theactual receiptsor theamount specified. For example, if thelanguageread,
“...and, inaddition, $75,000,000 of theamounts collected under section 101 of the Authorization Act of 1995,”
you could obligate only the amount actually collected, up to $75,000,000. Similarly, if alaw appropriates
an amount to bederived fromaspecial or trust fund, it limitstheamount of budget authority actually provided
to the lower of the amount of the balances in the fund or the specified amount. For example, language that
reads, “ For necessary expenses, $1,500,000, to bederived fromthe Land Restoration Trust Fund,” allowsyou
to obligate only the amount actually in the fund and no more than $1,500,000. If a law authorizes you to
obligate all of thereceipts credited to afund, record budget authority equal to the amount of receipts collected
into the fund in the past year and equal to amounts you estimate you will collect in other years.
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Somelaws that provide authority to borrow limit theamount of debt that you may have outstanding at any one
time. This may limit your ability to incur obligations indirectly, because you must consider your ability to
borrow the cash needed to liquidate the obligations that will become due, but it doesn’t determinethe leve of
obligations directly. In such cases, treat the budget authority as indefinite and record the amount that you
obligated in the past year or estimate you will obligate in other years. Ignore the limit for purposes of
determining the amount of budget authority.

M ost budget authority provided in appropriations acts is definite, and most budget authority provided in other
lawsis indefinite.

(e) Discretionary or mandatory budget authority.

The Budget Enforcement Act of 1990 (BEA) requires us to classify budget authority (and outlays) as either
discretionary spending or mandatory spending, and applies a different set of rules to each type of spending.
We explain this further in section 20.9.

(f) Unobligated balance of budget authority.

An unobligated balance consists of the cumulative amounts of budget authority that are not obligated and that
remain available for obligation under law. Unobligated balances must meet all of the following conditions:

C They are balances of budget authority that has never been obligated or has obligated and
deobligated).

C They are balances of budget authority that has not expired.

C You can quantify the amount by subtracting the obligations to date from the amount of budget
authority provided. That is, the law providing the budget authority must have specified a definite
amount or an indefinite amount based on the appropriation of collections from a specified source.
You cannot quantify “such sums as may be necessary.”

You shouldn’t count unavailable offsetting receipts or collections as budget authority and, therefore, you
shouldn’t have any unobligated balances as a result of them. Report them in a schedule of unavailable
collections (see section 86.7).

In budget schedules, such as the program and financing schedule, the unobligated balance at the end of a year
includes available, unobligated balances of budget authority provided in that and previous years. The
unobligated balance at the start of a year is equal to the unobligated balance at the end of the previous year.

The balances you report for the start and end of the past year must be consistent with the amounts reported in
the Treasury Department's Annual Report. (See section 82.18.)

(g) Balance of unpaid obligations and obligated balance.
A balance of unpaid obligations consists of amounts of budget authority that have been obligated but not

liquidated (paid). An obligated balance is a subset of unpaid obligations that equals unpaid obligations
minus —
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»  Accounts receivable from Federal sources for which payment has not been received, and
*  Unpaid, unfilled orders from Federal sources.

Accounts receivable and orders must represent a valid obligation against budgetary resources of the ordering
Federal account (see section 20.7). Exclude orders for which subsequent cash collections will be credited to
a receipt account rather than to the expenditure account. Also, in computing the obligated balances don't
deduct receivables from the public, loans and other long-term receivables, amounts due at some future date
under credit sales, and deferred charges from unpaid obligations. You must present unpaid obligations,
obligated balances, and receivables and unpaid, unfilled ordersfrom Federal sources separatdy intheprogram
and financing schedule (see section 82).

Unlike unobligated balances, obligated balances may consist of both definite and indefinite forms of budget
authority.

The balances you report for the start and end of the past year must be consistent with the amounts reported in
the Treasury Department's Annual Report (see section 82.18).

(h) Reappropriation.

Reappropriation means an extension in law of the availability of budgetary resources (budget authority or
unobligated balances) that have expired or otherwisewould expireexcept for theextension. A reappropriation
counts as budget authority in the year in which the reappropriated amount becomes newly available. Thelaw
may reappropriate a specific amount or all of the unobligated balance of a previous appropriation. For
example, if anappropriationact for fiscal year 1999 provided budget authority with only one-year availability,
the following language in a fiscal year 2000 appropriation act would result in a reappropriation: “ Of the
unobligated balances remaining available from appropriations made under this heading for fiscal year 1999,
$10,000,000 shall remain available for fiscal year 2000 for the same purposes as other sums provided under
this heading.” In this case, you would record all of the unobligated fiscal year 1999 amounts as expiring,
including the $10,000,000, and record $10,000,000 as areappropriationinfiscal year 2000. Thiswould count
as $10,000,000 in new budget authority in 2000.

(i) Rescission.

Rescissionmeansacancdlationinlaw of budgetary resources (budget authority or unobligated balances). You
record a rescission as negative budget authority in the year it takes effect, regardless of whether it cancels
budget authority or unobligated balances. A law that precludes the obligation of budgetary resources in one
year and authorizestheir obligationinasubsequent year inwhichthey werenot availablefor obligation, makes
arescissionand areappropriation. Insuch cases, you record arescissioninthefirst year and areappropriation
in the second. Include enacted rescissions in the regular program and financing and other regular schedules.
Proposed rescissions require separate budget schedules (see section 82.10).

Amounts rescinded from special fund accounts revert either to unavailable collections of the special fund or
to the general fund of the Treasury, depending on the circumstances and the specific requirements of the law
making the rescission. As a general rule, amounts rescinded from an annually appropriated special fund
account revert to unavailable collections, which may be appropriated subsequently. However, the rescinded
amounts revert to the general fund and are not available for subsequent appropriation, if the rescinding law
indicates that the amounts rescinded are permanently canceled. A rescission of permanently appropriated
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special fund receipts reverts to the general fund of the Treasury, and the receipts are no longer available for
appropriation as special fund recapts.

() Transfer.

(1) Definition. Transfer means to reduce budgetary resources (budget authority and unobligated
balances) in one account and increase them in another, by the same amount.

* Authority. You can't make atransfer unless alaw authorizesit. Thelaw may specify a particular
transfer or provide general transfer authority within specified limits.

*  Expendituretransfer or nonexpendituretransfer. Y ou record atransfer asanexpendituretransfer,
one that involves an outlay, or as a nonexpenditure transfer, one that doesn’t involve an outlay.
Which you record usually depends on the purpose of thetransfer, as explained in thefollowing table.

If thetransfer... Record as...
(1) purchases goods or services for the transferring account (for an expenditure
example, arental payment to GSA’s Federal Buildings Fund) or transfer.

otherwise benefits the transferring account...

(2) shifts budgetary resources between Federal funds (general, special, an expenditure
and revolving fund accounts) and trust funds (trust fund and trust transfer.
revolving fund accounts), regardless of the purpose...

(3) reduces budgetary resources available for the activities of the a nonexpenditure
transferring account and increases them for the activities of the transfer.
receiving account (for example, a transfer of unobligated balances

from the construction account to the salaries and expense account to

fund pay raises) other than between Federal and trust funds...

(4) corresponds to atransfer of an activity from one account to another  a nonexpenditure
(such as in a reorganization)... transfer.

* Recording transfers in the budget:

C Expenditure transfers. Record an expenditure transfer as an obligation (against new budget
authority or unobligated balances) and an outlay in the transferring account and as an offsetting
collection in the receiving account (see section 20.7). If thereceiving account is a general fund
appropriation account or a revolving fund account, credit the offsetting collection to the
appropriation or fund account. If the recelving account is a special fund or trust fund account,
credit the offsetting collection to a receipt account of the fund.

C Nonexpenditure transfers. Don't record an obligation or an outlay or an offsetting collection.

Record nonexpendituretransfersasether areductionin budget authority or unobligated balances
in the transferring account and as either an increase in budgetary authority or unobligated
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balances in the gaining account. Whether you record the reduction and increase as a changein
budget authority or unobligated balances, depends on the circumstances, as described in the
following table.

If you transfer... And thetransfer... Record...
(2) unobligated results from a transfer specifiedin  areduction of budget
balances law that changes the purpose for authority in the
which the funds will be used transferring account

and anincreasein
budget authority in
the gaining account.

(2) unobligated * results from general transfer a reduction of
balances authority, or unobligated balances
* corresponds to a transfer of an in the transferring
activity such that the purpose account and an
does not change increase in
unobligated balances
in the gaining
account.
(3) budget authority isfor any purpose areduction of budget
in the year it becomes authority in the
available transferring account

and anincreasein
budget authority in
the gaining account.

(k) Transfer in the estimates.

A transfer in the estimates means the budget proposesto stop funding an activity under one budget account and
start funding the activity under another budget account, beginning in the budget year. This doesn't involvea
transfer of budgetary resources, like that discussed in subsection (j). You simply stop showing budget
authority in the one account and start showing it in the other. A transfer in the estimates usually reflects a
proposal to do one of the following in the budget year:

» Transfer the funding of an activity from one account to another.
* Consolidate funding for related activities from two or more accounts into a single account.
» Disaggregate the funding for an activity from one account between two or more accounts.

You must indicate a transfer in the estimates by footnoting the program and financing schedules of the
transferring and receiving accounts (see section 82.13).

() Allocation.
Allocation means a delegation, authorized in law, by one agency of its authority to obligate budget authority

and outlay funds to another agency. When an agency makes such a delegation, the Treasury Department
establishes a subsidiary account called a “transfer appropriation account,” and the receiving agency may
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obligate up to theamount included in theaccount. The budget doesn’t show thetransfer appropriation account
separately. The budget schedules for the parent account include the obligations by the other agency against
the subsidiary account without separate identification, except in the object class schedule (see section 83.15).
Allocations are appropriate wherethereceiving agency isacting astheagent for theallocating agency. Where
thereceiving account issimply providing goods or servicesonareimbursablebasis, such astransactions under
the Economy Act, record an expenditure transfer (see section 20.4(j)). See OMB Circular No. A-34 for a
further explanation of allocations.

20.5 What do | need to know about obligations?

Obligation means a legally binding agreement that will result in outlays, immediately or in the future. When
you place an order, award a contract, purchase a service, or take other actions that require the Government to
make payments to the public or from one Government account to another, you incur obligations. The budget
presents the obligations you incurred in the past year and expect to incur in other yearsin the program activity
section of the program and financing schedule and the object classification schedule for the account.
Obligations reflect the level of program activity. Of course, the account must have budgetary resources
sufficient to cover thetotal of such obligations. The obligations you includein the budget must conform with
applicable provisions of law, and you must be able to support the amounts reported by the documentary
evidence required by 31 U.S.C. 1501. For some purposes, agencies need to track commitments at a pre-
obligations stage. Don’t record such commitments as obligations. Transfers within the same account do not
constitute obligations of the account. See OMB Circular No. A-34 for more information on this aspect of
obligations.

Reimbursabl e obligations mean those financed by spending authority from offsetting collections credited to an
expenditureaccount in payment for goodsand services provided by theaccount. Reimbursableobligationsalso
includethosefor jointly-funded projectsto carry out grant programs or other projects of common interest that
are supported by more than one Federal agency.

More specifically, reimbursable obligations include:

» Obligations financed by offsetting collections from Federal or non-Federal sources for goods and
Services;

» All revolving fund obligations, regardless of how they are financed.
They don't include:
» Obligations of credit program and liquidating accounts;
» Obligations financed by budget authority from sources other than offsetting collections;
»  Obligationsfinanced by spending authority fromloan principal repaymentsor proceeds of asset sales;
» Obligations financed by certain offsetting collections including:

< Interest on Federal securities;
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< Interest on uninvested funds;
< Offsetting governmental collections (see section 20.7)

< Expenditure transfers from Federal accounts that are not payments for goods and services, such
as legidated transfers of budget authority between Federal and trust fund accounts.

20.6 What do | need to know about outlays?

Outlay means a payment to liquidate an obligation (other than the repayment of debt), in the amount that is
paid. Outlays arethe measureof Government spending. Inthe budget, we present outlays both gross and net
of offsetting collections at the account level, but we present function, agency, and Government-wide outlay
totals only net in most presentations. Total outlays for the Federal Government include both on-budget and
off-budget outlays.

The Government usually makes payments in theform of cash (currency, checks, or dectronic fund transfers),
and you normally record outlays equal to the disbursement at the time of the disbursement. Normally the
amount of cash disbursed appropriately measures the value of the transaction. In other cases, however, the
cash disbursed does not accurately measure the cost of the transactions. In these cases, we require you to
record the cash-equivalent value of the transactions (see section 20.8).

Not every disbursement is an outlay, because not every disbursement liquidates an obligation. You don’t
record outlays for the following:

*  Repayment of debt, because wetreat borrowing and the repayment of debt as a means of financing.

» Dishursementsto thepublic by Federal credit programs, becausewetresat the cash flowsto and from
the Government for credit programs asameans of financing. Werecord outlays equal to the subsidy
cost of direct loans and loan guarantees when the underlying direct or guaranteed |oans are disbursed
(see section 85).

» Disbursements from deposit funds, because these funds are on deposit with the Government but are
not owned by the Government and are therefore excluded from the budget (see section 20.7).

* Refunds of recepts that result from overpayments, because they are recorded as reductions of
receipts, rather than as outlays (see section 20.10).

Thetiming for recording outlays for interest paymentsvaries. Treasury records outlaysfor theinterest onthe
publicissuesof Treasury debt securities astheinterest accrues, not when it paysthecash. Most Treasury debt
securities held by Government accounts are in the Government account series, however. Treasury normally
recordstheinterest payments on these securitieswhen it paysthecash. (Andyou normally record an offsetting
collection or receipt on a cash basis.) Two trust funds in the Department of Defense, the Military retirement
trust fund and the Education benefits trust fund, routindy have relatively large differences between purchase
priceand par. For thesefunds, we veinstructed the Department to record the holdings of debt at par but record
thedifferences between purchase priceand par as adjustmentsto the assets of thefundsthat areamortized over
thelife of the security. The Department records interest as the amortization occurs.
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Outlays during afiscal year may liquidate obligationsincurredin the sameyear or in prior years. Obligations,
in turn, may beincurred against budget authority provided in the same year or against unobligated balances
of budget authority provided in prior years. Outlays, therefore, flow in part from budget authority provided
for the year in which the money is spent and in part from budget authority provided in prior years. Theratio
of the outlays resulting from budget authority enacted in any year to the amount of that budget authority is
referred to as the spendout rate for that year.

Outlaysfor the past year must agree with amounts reported in the Department of the Treasury's Annual Report
unless OMB approves an exception.

20.7 What do | need to know about collections (receipts and other collections)?
(8 Overview.

The collections that we record in the budget fall into two major categories, and they are recorded differently
in the budget:

*  Governmental receiptsare recorded as receipts and compared in total to outlays (net of offsetting
collections) in calculating the surplus or deficit (see section (b)).

» Offsetting collectionsare recorded as deductions from gross outlays to produce net outlays. They
are divided between two categories: offsetting collections credited to expenditure accounts and
offsetting receipts, which are recorded in rece pt accounts (see section (C)).

The Government normally receives collections in the form of cash, and you normally record governmental
receipts or offsetting collections equal to the amount received at the time of the collection. Normally the
amount of cash collected appropriately measuresthevalueof thetransaction. Inother cases, however, thecash
collected does not accurately measure the cost of the transactions. In these cases, you record the cash-
equivalent value of the transactions (see section 20.8).

The table below summarizes the distinction between governmental receipts and offsetting collections. We
discuss them in more depth in the following sections.

For budget accounting purposes, user fees are not a separate category. They can be either governmental
receipts or offsetting collections. However, they are often discussed in the budget as a separate category. We
discuss them below in section (d).

We don't record some monies received by the Government in the budget totals at all, because they are not
income. For example, the proceeds of borrowing are not income. Werefer to the proceeds of borrowing and
certain other transactions as means of financing, because they are a means of financing outlays, when there
isadeficit. We discuss means of financing in section (e).
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SUMMARY EXPLANATION OF COLLECTIONS

What kind of How do these collections

Type of collection

transactions produce
these collections?

affect the surplusor
deficit?

What are some
examples?

Governmental receipts

. The exercise of the
Government’s
sovereign or
governmental
powers.

. Gifts from the
public.

The difference between
receipts and outlays (net
of offsetting collections)
determines the surplus or
deficit.

Individual income
taxes.

Corporation income
taxes.

Social insurance
and retirement
receipts (on-budget
and of-budget).
Excise taxes.
Estate and gift
taxes.

Customs duties.
Fines and penalties.

Offsetting collections e Business-likeor Offsetting collections are Proceeds from the
(seefollowing table for market oriented deducted from gross sale of postage
categories of offsetting activities with the outlays to produce net stamps.
collections) public. outlays. The difference Fees charged for
. Intragovernmental between net outlays and admittance to
transactions. receipts determines the recreation areas.
surplus or deficit. . Proceeds from the
sale of Government
owned land.
. Rent collected by
GSA from other
agencies for office
space.

(b) Governmental receipts.

These are collections from the public that result primarily from the Government's exercise of its sovereign or
governmental powersto compe payment. They consist mostly of individual and corporationincometaxesand
social insurance taxes, but also include excise taxes, compulsory user charges, customs duties, court fines,
certain license fees, and deposits of earnings by the Federal Reserve System. They also include gifts and
donations. Total receipts for the Federal Government include both on-budget and off-budget receipts.

A general law requiresyou to credit receiptsto thegeneral fund of the Treasury. However, other laws override
thisrequirement for specified receipts, requiring separate accounting for them and designating themto beused
for a specified purpose. Wecall this* earmarking” and establish a special fund or, if the law requires, atrust
fund for that purpose. Earmarking receipts doesn’t affect their classification as governmental or offsetting.
Also, the authority to earmark receipts, by itsef, does not provide budget authority. Asaseparate matter, the
authorizing language will indicate whether the receipts are available for obligation and expenditure without
further appropriation or are available only to the extent provided in annual appropriations acts.
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Certain provisions of law require us to treat some receipts that are governmental in nature as offsetting
collections (see below). We designate these as offsetting governmental receipts.

(c) Offsetting collections.

The following table summarizes the various categories of offsetting collections and their treatment in the
budget. Thetext following the table discusses the categories in more depth.

CATEGORIES OF OFFSETTING COLLECTIONS

Type of collection

What kind of
transactions produce

How arethese
collectionsrecorded in

What are some

these collections? the budget? examples?
Offsetting collections e Business-likeor They are recorded as . Proceeds from the
credited to expenditure market oriented offsetting collectionsin sale of postage
accounts. activities with the the program and stamps.
public. financing schedule for . Rent collected by
. Intragovernmental the expenditure account GSA from other
transactions. and thereby offset gross agencies for office
*  Governmental budget authority and space.
activities where a outlaysto yield net
law requires the budget authority and
receiptsto betreated outlaysfor the
as offsetting expenditure account.
collections.
Offsetting receipts:
*  Proprietary Business-like or market They arerecorded in Fees charged for
receiptsfromthe  oriented activities with receipt accounts, which admittance to recreation
public the public. are normally deducted aress.

from gross budget
authority and outlays at
the subfunction and
agency levels.!

* Intragovernment-
al transactions.

< Interfund
receipts

32

Collections of payments
from one Government
account to another.

Collections of payments
by Federal funds to trust
funds and vice versa.

They arerecorded in
receipt accounts, which
are normally deducted
from gross budget
authority and outlays at
the subfunction and
agency levels.!

In addition to offsetting
budget authority and
outlays at the subfunction
and agency levd,
interfund receipts
credited to Federal funds
offset the Federal funds

See examples under
“Interfund receipts’ and
“Intrafund receipts.”

» Federal agency
contributions to
employee insurance
and retirement trust
funds.
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Type of collection

What kind of
transactions produce
these collections?

How arethese
collectionsrecorded in
the budget?

What are some
examples?

totals for budget authority
and outlays, and
interfund receipts
credited to trust funds
offset the trust funds
totals for budget authority
and outlays.

e Trust fund earnings on
investmentsin
Treasury securities.

< Intrafund Collections of payments In addition to offsetting » Special and revolving
receipts by Federal fundsto other  budget authority and fund earnings on
Federal funds and by outlays at the subfunction investments in
trust funds to other trust and agency levd, intra- Treasury securities.
funds. fund receipts credited to » Railroad retirement
Federal funds offset the trust fund collections
Federal funds totals for of Social Security
budget authority and equivalent payments
outlays, and intrafund from Social Security
receipts credited to trust trust funds.
funds offset the trust
funds totals for budget
authority and outlays.

»  Offsetting Collections that are They arerecorded in Regulatory fees required
governmental governmental in nature receipt accounts, which by law to betreated as
receipts but required by law tobe  are deducted from gross offsetting receipts.

treated as offsetting budget authority and

receipts.

outlays at the subfunction
and agency levels.

*OMB designates most offsetting receipts as* distributed,” meaning they offset budget authority and outlays at the subfunction and agency level (and, in
turn, the Government-wide budget authority and outlay totals), but designates offsetting receipts from certain sources as “ undistributed,” meaning they
offset the Government-wide budget authority and outlay totals only.

Offsetting collections result from two kinds of transactions:

Business-likeor market-oriented activitieswith non-Federal entities. If you sell aproduct or service
toanon-Federal entity, you record the proceeds as of fsetting collections. For example, theU.S. Postal
Servicerecordstheproceedsfromthesaleof postage stamps as of fsetting collections. Y ou should treat
the proceeds from the sale of assets without recourse (that is, the Federal government doesn’'t
guarantee repayment of principal and interest in the event of default) as offsetting collections. Inthe
budget, we deduct such collections from gross budget authority and outlays, rather than add them to
governmental receipts. Wedo this so that the budget totalsfor receipts, budget authority, and outlays
will represent only governmental, rather than market activity.

Intragovernmental transactions. Y ou also record collections you receive from another Government
account as offsetting collections. For example, the General Services Administration records payments
it recaeives from other Government agencies for the rent of office space as offsetting collectionsin the
Federal Buildings Fund. You may treat orders on hand from another Federal account as offsetting
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collections, even though you haven’t received the cash payment, if the paying account has recorded
anobligationinthat amount. (Thisdoesnot apply to ordersfrom non-Federal entities.) Inthebudget,
we deduct intragovernmental offsetting collectionsfrom gross budget authority and outlays so that the
budget totals measure the transactions of the Government with the public.

Y ou credit someoffsetting collections to expenditureaccounts and someto recei pt accounts, depending onwhat
the law requires. The following sections explain the differences in accounting for such collections.

D

(2)

Offsetting Collections Credited to Expenditure Accounts. Some laws authorize agencies to credit
collections directly to the account from which they will be spent and, usually, to be spent for the
purpose of the account without further action by Congress. Most revolving funds operate with such
authority. For example, apermanent law authorizesthe Postal Serviceto usecollectionsfromthesale
of stamps to finance its operations without a requirement for annual appropriations. The Postal
Service records these collections in the Postal Service fund (a revolving fund) and records budget
authority in an amount equal to the collections. As another example, GSA records the
intragovernmental collections of the Federal Buildings Fund in the same manner asthe Postal Service
fund. In some cases, laws authorize agencies to charge fees and use them to defray a portion of costs
mostly financed by appropriations from the general fund. In such cases, the agency records the
offsetting collections and resulting budget authority in the general fund expenditure account. The
authority to incur obligations against offsetting collections credited to an account is aform of budget
authority (see section 20.4).

While most offsetting collections credited to expenditure accounts result from business-like activity
or are collected from other Government accounts, some are governmental in nature but are required
by law to be treated as offsetting. The budget 1abd s these “ of fsetting governmental collections.”

Offsetting Receipts. If thelaw doesn’'t authorizeyou to credit offsetting collections to an expenditure
account, you must record them in a receipt account. Absent authority to earmark them, you credit
them to the general fund receipt account designated by Treasury and OMB. If the law requires
earmarking, you credit them to the special fund or trust fund rece pt account established by Treasury
and OMB. Inthebudget, we deduct offsetting rece pts from budget authority and outlaysin arriving
at total budget authority and outlays. Unlike offsetting collections credited to expenditure accounts,
offsetting receipts don' t offset budget authority and outlays at theaccount level. Thebudget normally
records the offset at the subfunction and agency levels. In afew cases we record the offset at the
government-wide level to avoid distorting the budget authority and outlays totals for an agency or
function.

Wefurther subdivideoffsetting receiptsfor purposesof budget accounting. When OMB, workingwith
Treasury, establishes an account for the receipts from a particular source, we will designate each
receipt account as one of these receipt types (see section 79.3):

* Proprietaryreceiptsfromthe public. These offsetting rece ptsresult from the business-type
or market-oriented activities of the Government with the public. In the budget, we deduct
most proprietary receipts from the budget authority and outlay totals of the agency that
conducts the activity generating the receipt and of the subfunction to which we have assigned
the activity. For example, we deduct fees for using National Parks from the totals for the
Department of the Interior and the recreational resources subfunction. In afew cases, we
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don't offset proprietary receipts against any specific agency or function. We classify them
as undistributed offsetting receipts and deduct them from Government-widetotals for budget
authority and outlays. For example, the collections of rents and royalties from outer
continental shelf lands are undistributed because the amounts are large and for the most part
are not related to the spending of the agency that administers the transactions and the
subfunction that records the administrative expenses.

* Intragovernmental transactions. These are collections of payments from expenditure
accounts that are deposited into receipt accounts. In the budget, we deduct most
intragovernmental transactions from the budget authority and outlays of the agency that
conductstheactivity generating therece pts and of the subfunctionto which wehave assigned
theactivity. Intwo cases, however, we present intragovernmental transactions in the budget
as deductionsin computing total budget authority and outlays for the Government asawhole
rather than as offsets at the agency level — agencies' payments as employers into employee
retirement trust funds and interest received by trust funds. The special treatment for these
receipts is necessary because the amounts are large and would distort the agency totals, as
measures of the agency's activities, if they were attributed to the agency. We further divide
intragovernmental transactions into two subcategories:

< Interfund receipts that are derived from payments between Federal and trust funds.

< Intrafund receipts that are derived from payments within the same fund group (that is,
within the Federal fund group or within the trust fund group).

»  Offsetting governmental receipts. Theseare collections that are governmental in nature but that
laws require us to treat as offsetting receipts.

(d) User fees.

User fee means a feg, charge, or assessment the Government levies on a class directly benefiting from, or
subject to regulation by, a Government program or activity, to be utilized solely to support the program or
activity. User fees are not a separate category for budget accounting for collections. Werecord user fees as
governmental receipts or offsetting collections (offsetting receipts or offsetting collections credited to an
expenditureaccount), depending on whether thefeeresults primarily fromthe exerciseof governmental powers
or from business-like activity. The authorizing law must limit the payers of the fee to those benefiting from,
or subject to regulation by, the program or activity. The payers may not include the general public or a broad
segment of the public. The law must limit the charging agency’s use of the fee to funding the specified
programs or activitiesfor which theagency may chargethefee, including directly associated agency functions.
The fee may not be used for unrelated programs or activities or for the broad purposes of the agency or the
Government as a whole.

User fees include:
C Caollections from non-Federal sources for goods and services provided;

C Voluntary payments to social insurance programs;
C Miscellaneous customs fees (e.g., United States Customs Service merchandise processing fees);
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C Many feesfor permits, and regulatory and judicial services, and
C Specific taxes and duties on an exception basis.

User fees do not include:

Collections from other Federal accounts;

Collections deposited in general fund receipt accounts,
Collections associated with credit programs;
Realizations upon loans and investments;

Interest, dividends, and other earnings;

Payments to social insurance programs required by law;
Excise taxes;

Customs duties;

Fines, penalties, and forfeitures;

Cost-sharing contributions;

Proceeds from asset sales (property, plant, and equipment);
Outer Continental Shelf receaipts;

Spectrum auction proceeds; or

Federal Reserve System deposits of earnings.

OO0O000O00O000O00O0O0O0O0O0

(8) Means of financing.

Thesearemoniesreceived or paid by the Government that are not counted in the budget totals as either income
(governmental receipts or offsetting collections) or outgo (outlays). Borrowing and the repayment of debt are
the primary means of financing. Othersarelisted below. These moniesfinance outlays whenthereisadeficit
—that is, when outlays (net of offsetting collections) exceed receipts. When thereis a surplus— that is, when
receipts exceed outlays (net of offsetting collections) — they may be used, together with the surplus receipts,
toretire debt. Under some circumstances, one means of financing will require financing by the others. For
example, if the disbursements from credit financing accounts exceed their collections, the difference must be
financed by receipts or the other means of financing. The means of financing other than borrowing and
repayment of debt include:

* Net financing disbursements by direct loan and guaranteed loan financing accounts.

» Segniorage (the profit from coining money) and profits on the sale of gold (a monetary asset).
» Certain exchanges of cash, such as deposits by the U.S. in the International Monetary Fund.

* Changesin Treasury’s operating cash balance, deposit fund balances, and checks outstanding.

20.8 What do | need to know about cash-equivalent transactions?

Normally the amount of cash disbursed or collected isthe appropriate measure of the value of the transaction,
and you record outlays or collections equal to the cash that changes hands. In other cases, however, the cash
disbursed or collected doesn’'t accurately measure the cost of the transactions. In these cases, you should
record the cash-equivalent value of thetransactionsin the budget. Thefollowing are some examples of cash-
equivalent transactions:

» Federal employee salaries. You record an outlay for the full amount of an employee' s salary, even
though the cash disbursement is net of Federal and state income taxes, retirement contributions, life
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and health insurance premiums, and other deductions. Werecord receipts for the deductionsthat are
payments to the Government.

» Debtinstruments. When the Government receives or makes paymentsin theform of debt instruments
(such asbonds, debentures, monetary credits, or notes) inlieu of cash, werecord collections or outlays
in the budget on a cash-equivalent basis. The Government can borrow from the public to raise cash
and then use the cash proceeds to liquidate an obligation, or, if authorized in law, it may liquidate the
obligation by issuing securitiesin lieu of the cash. Thelatter method combines two transactions into
one. Combining these transactions into one does not change the nature of thetransactions. Sincethe
two methods of payment are equivalent, werequireyou to record the same amount of outlaysfor both
cases. Similarly, when the Government accepts securitiesin lieu of cash from the public in payment
of an obligation owed to the Government, we record collections. In one program, for example, a
Government agency may choose whether to pay default claims against it in cash or by issuing
debenturesin lieu of cash; the agency records the same amount of outlays in either case. Inturn, a
recipient of these debentures may chooseto pay thefeesthat it owes to the Government either in cash
or by returning debentures of equivalent valuethat it holds. The agency records the same amount of
collections in ether case.

* Lease-purchases. We require you to record an outlay for the acquisition of physical assets through
certain types of lease-purchase arrangements as though the transaction was an outright purchase.
L ease-purchase transactions in which the Government assumes substantial risk are equivalent to the
Government raising cash by borrowing fromthe public and purchasing theasset directly by disbursing
the cash proceeds. So, werequireyou to report outlays over the period that the contractor constructs,
manufactures, or purchases the asset that will beleased to the Government, not when the Government
disburses cash to the devel oper for lease payments. Because the Government pays no cash up front
to the nominal owner of the asset, the transaction creates a Government debt. |n such cases, wetreat
the cash |lease payments as repayments of principal and interest. (See Appendix B).

The scorekeeping effect of cash-equivalent transactions applies to budget authority, aswell asto outlays and
collections. You record the authority to incur obligations that will be liquidated through cash-equivalent
payments as budget authority.

Theuse of cash-equivalents often results in an increase or decreasein Federal debt. In the previous example
of the Government using debenturesto pay claims, werecord theissuance of adebentureasanincreasein debt,
and we record the Government's acceptance of a debenture for payment of fees as a reduction in debt.

We also record an increase in debt as the means of financing the cash-equivalent outlays of lease-purchase
arrangementsinwhichthe Government assumes substantial risk. Werecordthe Government's subsequent cash
lease payments as the equivalent of interest outlays on that debt and principal repayments.

20.9 What do | need to know about discretionary spending, mandatory spending, and PAYGO?

(8 Overview.

The Budget Enforcement Act of 1990 (BEA) (see section 15.3) divides spending into two types:
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» Discretionary spending means the budget authority controlled by annual appropriations acts and the
outlays that result from that budget authority. For example, the budget authority and outlays for the
salaries and other operating expenses of Government agencies are usually controlled by annual
appropriations acts and, therefore, are usually discretionary.

* Mandatory spending means budget authority and outlays resulting from permanent laws. For
example, permanent laws authorize payments for Medicare and Medicaid, unemployment insurance
benefits, and farm price supports, so the budget authority and outlays for these programs are
mandatory. In addition, the BEA defines several programs as “appropriated entitlements and
mandatories’ and classifiestheir spending as mandatory spending. Inthesecases, appropriations acts
nominally provide the budget authority but don’t actually control it, because the authorizing law
creates an entitlement. Also, the BEA specifically defines funding for the Food Stamp program as
mandatory spending, even though annual appropriations acts providefunding for the program and the
authorizing legislation doesn’t create an entitlement. Mandatory spending is theterm commonly used
for this kind of spending, although the BEA callsit “direct spending.”

TheJoint Explanatory Statement of the Committee of Conferencefor theBalanced Budget Act of 1997 (Public
Law 105-33), which most recently amended the BEA, listed all accountsunder the Appropriations Committees
jurisdiction at thetime. It classified accounts as discretionary by category or as appropriated entitlements and
mandatories. The “scorekeepers’ (House and Senate Budget Committees, CBO, and OMB) consult on the
classification of new accounts and may reclassify an existing account. OMB indicatesthe BEA classification
for an account when it is established in the MAX database (see section 81.3). While mandatory and
discretionary classifications are used for measuring compliance with the BEA, they do not determine whether
a program provides legal entitlement to a payment or benefit. You should address questions about BEA
classifications and legal entitlements to your OMB representative.

The BEA applies one set of rules to discretionary spending and another to mandatory spending and receipts.
The BEA applies the same rules to receipts as apply to mandatory spending, because receipts are generally
controlled by permanent laws. The BEA refersto therules that apply to mandatory receipts and spending as
“pay-as-you-go” (PAY GO) requirements. The BEA itsdlf setsthebasic rules, but the Explanatory Statement
referred to in the previous paragraph provided scorekeeping guidelines that the scorekeepers must use in
interpreting therules. The BEA authorizesthe scorekegperstorevisetheguiddinesif all agreeontherevision.
Appendix A contains the current guiddines.

(b) Discretionary spending caps.

The BEA defines categories of discretionary spending and limits (“caps’) spending in each category by
specifying dollar amounts for both budget authority and outlays for each fiscal year through 2002. The
categories change from year to year. For 1999, they were defense, non-defense, violent crime reduction,
highways, and masstransit. After 1999, the separate categories for defense and non-defense are replaced by
a“discretionary spending” category, which includes defense spending and non-defense spending other than that
included in the violent crime reduction, highway, and mass transit categories. After 2000, the violent crime
reduction category expires, leavingthediscretionary, highways, and masstransit categories. TheBEA requires
OMB to adjust the caps for certain reasons, such as to reflect conceptual changes or the enactment of
emergency appropriations.
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If the amount of budget authority provided in appropriations acts for the year exceeds the cap on budget
authority for a category, or if OMB estimates of the amount of outlays for the year resulting from all
discretionary budget authority exceed the cap on outlaysfor a category, the BEA specifiesa procedure, called
sequestration, for reducing the spending in that category. The BEA requires the President to issue a
sequestration order reducing most programs in the category by a uniform percentage. Special rules apply in
reducing some programs, and the BEA exempts some programs from sequestration.

TheBEA'’ ssequestration rules cover supplemental appropriations enacted during thefiscal year. Fromtheend
of asession of Congress through thefollowing June 30th, discretionary sequestrations take place whenever an
appropriations act for the current fiscal year breaches a cap. Because a sequestration in thelast quarter of a
fiscal year might disproportionally disrupt Government operations, the BEA requires OMB to reduce the
applicable cap for the next fiscal year, in lieu of a sequestration in the fourth quarter.

Ingeneral, Appropriations Committee actionsarediscretionary. Therefore, if aprovisioninan appropriations
bill makes a substantive change to a mandatory account, we score the costs or savings of that change as
discretionary under the BEA discretionary limits. The amount scored is the difference between the new leve
of budget authority and outlays or receipts and the basdine levd. We score budget proposals for
appropriations language changes to mandatory accounts as discretionary. While we score the change in the
bill as discretionary, budgets transmitted after the bill’s enactment show the affected account as entirely
mandatory in every year, including the effects of the Appropriations Committee action. If appropriate, OMB
adjusts the discretionary spending limits to capture any effects of the Appropriations Committee action. For
example, if an appropriations act increased mandatory spending, the budget would show an increase in
mandatory spending and an equal decrease in the discretionary caps.

Where obligation limitations set in appropriations acts limit permanent budget authority, except trust fund
accountsinthe Department of Transportation, weredefinethebudget authority for theaccount asdiscretionary
in an amount equal to the limit. For Transportation trust funds, the budget authority remains mandatory,
although the funds' outlays are discretionary.

If both the Congress and the President designate an appropriation as an emergency requirement, we score the
appropriations act for that spending, and we increase the discretionary caps by the amount of the spending in
the next sequestration report.

(c) PAYGO requirements.

The BEA doesn't cap mandatory spending. Instead, it requires all laws enacted through 2002 that affect
mandatory spending or receipts to be enacted on a * pay-as-you-go” basis. That meansthat if a provision of
law increases the deficit or decreases the surplusin the budget year or any of thefour following years, another
provision of law (in the same or another law) must offset theincrease with a reduction in spending or increase
inreceiptsin each affected year. A provision that increases benefit payments, for example, would haveto be
offset by a provision reducing other mandatory spending or increasing receipts. Otherwise, the BEA requires
the President to issue a sequestration order at the end of the session of Congressin thefiscal year in which the
deficit isincreased.

The BEA sequestration procedures require a uniform reduction of mandatory spending programs that are

neither exempt nor subject to special rules. The BEA exempts Social Security, interest on the public debt,
Federal employee retirement, Medicaid, most means-tested entitlements, deposit insurance, other prior legal
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obligations, and most unemployment benefits. A special rulelimits the sequester of Medicare spending to no
more than 4 percent, and special rules for some other programs limit the size of a sequestration for those
programs. As a result of exemptions and special rules, only about 3 percent of all mandatory spending is
subject to sequestration, including the maximum amounts allowed under the special rules.

The PAYGO rules don’'t apply to increases in mandatory spending or decreases in receipts that don’t result
from new laws. For example, mandatory spending for benefit programs, such as unemployment insurance,
riseswhen thepopulation of digiblebeneficiariesrises, and many benefit paymentsareautomatically increased
for inflation under existinglaws. Likewise, tax rece pts decreasewhen the profits of private businesses decline
as the result of economic conditions.

If both the Congress and the President designate a provision of mandatory spending or receipts legislation as
an emergency requirement, we don’t score the effect of the provision on the surplus or deficit.

(d) OMB and CBO estimates.

TheBEA requires OMB, using themethods prescribed by theBEA, to makethe estimates and cal culationsthat
determinewhether thereisto beasequestration and report themto the President and Congress. ThePresident's
sequestration order may not change any of the particulars of the OMB report. The BEA requires the
Congressional Budget Office(CBO) to makethe sameestimatesand calculations, and requiresOM B toexplain
any differences between the OMB and CBO estimates. Congress uses the CBO estimates for enforcing
constraints during the congressional budget process.

() Reporting requirements.

The BEA requires OMB to issue five different kinds of reports to the President and the Congress, which the
following table describes. The BEA requires CBO to issuelikereports, with its estimates, 5 days earlier than
the OMB reports.

BEA REPORTS

What OMB reports... When...

Preview report. This report discusses the status of discretionary and PAY GO With the
sequestration based on current law. It also explains OMB adjustments to the discretionary  President’s budget.
caps, under the BEA’s adjustment provisions, and publishes therevised caps. By custom,

OMB publishesits report as a chapter of the Analytical Perspectivesvolume of the

budget.

7-day after reports. As part of enforcing the discretionary spending caps, OMB must 7 days after
issue a report for each appropriation act (including a supplemental appropriations act) enactment of a
estimating the amount of new budget authority and outlays provided by the act for the bill.

current year and budget year. As part of enforcing the PAY GO rules, OMB must also
issue a report for each authorizing act that changes receipts or outlays.

Update report. This report revises the preview report estimates to reflect the effects of August 20
newly enacted discretionary and PAY GO legislation.
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What OMB reports...

When...

Final report. This report also revises the preview report estimates, this time to reflect the
effects of legislation enacted through the end of the session of Congress. The estimatesin
this report determine whether the President must issue a sequestration order.

15 days after the
end of a session of
Congress (usually
inthefall of each
year)

Within-session report. The BEA requires OMB to report if an appropriation for a fiscal
year in progress is enacted before July 1 that breaches a cap. Thereport triggers a
sequestration order. (If an appropriation is enacted after July 1 that breaches a cap, the

BEA requires OMB to reduce the cap for the following year.)

Between the end of
a session of
Congress and

July 1

20.10 What do | need to know about refunds?

You might think that you should record refunds received as collections and refunds paid as outlays, but that
isn't always the case. The following table explains how to record refunds received. (We cover refunds paid

after thetable)

If you...

And the appropriation against
which the obligation was
incurred...

You...

(1) receivearefund of funds that
were obligated and outlayed in that
year

remains available (usually the
case)

reduce the total amount of
obligations and outlays recorded
for the year in the budget
schedules.

(2) receivearefund of funds that
were obligated in a previous year

remains available for new
obligations

record the refund as an offsetting
collection credited to the account.

(3) receive arefund of funds that
were obligated in a previous year

has expired but is not yet canceled

record the refund as an adjustment
to the expired account.

(4) receive arefund of funds that
were obligated in a previous year

has been cancded

credit the refund to miscellaneous
receipts of the Treasury.

Record refunds paid as follows:

* Record refunds paid by an expenditure account as an obligation and an outlay of the account.

» Recordrefunds of receiptsthat result from overpayments (such asincometaxes withheld in excess of
a taxpayer’s income tax liability) as reductions of receipts, rather than as outlays. This does not
include payments to a taxpayer for credits (such as an earned income tax credit) that exceed the
taxpayer's income tax liability. Record these as outlays, not as refunds.
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20.11 What do| need to know about fund types and associated accounts?
(8 Overview.

Agency activities arefinanced through general funds, special funds, and revolving funds, which constitute the
Federal funds group, and trust funds and trust revolving funds, which constitute the trust funds group. Ina
few cases, agencies account for amounts that are not Government funds in deposit funds. Thefollowing table
summarizesthecharacteristics of thesefunds. Thetext following thetablediscussesthetypes of fundsinmore

depth.

CHARACTERISTICSOF FUND TYPESAND THEIR ACCOUNTS

Arethese
. Arereceipt accounts and funds
Fund Type/Account What 'Stgcigjr:ffse of the expenditure accounts included in
' linked? the budget?
Federal funds:
General fund receipt Record unearmarked receipts.  No. Yes.
accounts
General fund expenditure  Record budget authority, No, general fund Yes.
accounts obligations, and outlays of appropriations draw from
general fund receipts and general fund receipts
borrowing. collectively.
Special fund receipt Record receipts earmarked by ~ Yes. Yes.
accounts law for a specific purpose
(other than a business-like
activity).
Special fund expenditure Record budget authority, Yes. Yes.
accounts obligations, and outlays of
special fund receipts.
Public enterprise funds Record offsetting collections ~ Not applicable. Collections Yes.!

earmarked by law for a
specific purpose and
associated budget authority,
obligations, and outlays for a
business-like activity
conducted primarily with the
public.

are credited to the
expenditure account.
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Fund Type/Account

What isthe purpose of the
account?

Arereceipt accounts and
expenditure accounts
linked?

Arethese
funds
included in
the budget?

Intragovernmental funds

Record offsetting collections
earmarked by law for a
specific purpose and
associated budget authority,
obligations, and outlays for a
business-like activity
conducted within the
Government.

Not applicable. Collections
credited to the expenditure
account.

Yes.

Trust funds:

Trust fund receipt
accounts

Record receipts earmarked by
law for a specific purpose
(other than a business-like
activity).

Yes.

Trust fund expenditure
accounts

Record budget authority,
obligations, and outlays of
trust fund receipts.

Yes.

Yest

Trust revolving funds

Record offsetting collections
earmarked by law for a
specific purpose and
associated budget authority,
obligations, and outlays for a
business-like activity
conducted primarily with the
public.

Not applicable. Collections
credited to the expenditure
account.

Yes.

Deposit funds

Record deposits and
disbursements of monies not
owned by the Government.

Not applicable. Deposits and
disbursements are recorded in
the same account.

No.

“By law, the budget authority and the outlays (net of offsetting collections) of the Postal Service Fund (a revolving fund), and the receipts, budget

authority, and outlays of the two social security trust funds (the Old-Age and Survivors Insurance Trust Fund and the Disability Insurance Trust Fund)
are excluded from the budget totals. The budget documents present these amounts as “ off-budget” and adds them to the budget totals to show totals for
the Federal Government (sometimes called unified budget totals).

(b) Federal funds.

Federal funds comprise several types of accounts or funds. A general fund receipt account records receipts
not earmarked by law for a specific purpose, such as individual income tax receipts. A general fund
expenditure account records appropriations from the general fund and the associated transactions, such as
obligations and outlays. General fund appropriations draw from general fund receipts collectively and,
therefore, are not specifically linked to receipt accounts.
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The Federal funds group also includes special funds and revolving funds, both of which earmark collections
for spending on specific purposes. Weestablish aspecial fund wherethelaw requiresusto earmark collections
from a specified source to finance a particular program, and the law neither authorizes the fund to conduct a
cycle of business-type operations (making it arevolving fund) nor designatesit asatrust fund. For example,
alaw established the Land and Water Conservation Fund, earmarking a portion of rents and royalties from
Outer Continental Shelf lands and other receipts to be used for land acquisition, conservation, and recreation
programs. Therece ptsearmarkedto afund arerecorded in one or morespecial fund receipt accounts. More
than onerece pt account may benecessary to distinguish different types of recel pts(governmental, proprietary,
etc.) and recepts from significantly different types of transactions (registration fees vs. fines and penalties,
for example). Thefund sappropriationsand associated transactionsarerecordedinaspecial fund expenditure
account. Most funds have only one expenditure account, even if there are multiple receipt accounts. A large
fund, especially one with appropriations to more than one agency (such as the Land and Water Conservation
Fund), may have morethan oneexpenditureaccount. Themajority of special fund collectionsarederived from
the Government's power toimposetaxes, fines, and other compulsory payments, and they must beappropriated
before they can be obligated and spent.

Revolving funds conduct continuing cycles of business-like activity. They chargefor the sale of products or
servicesand usetheproceedstofinancetheir spending. Instead of recording the collectionsin rece pt accounts,
the budget records the collections and the outlays of revolving funds in the same account. The laws that
establish revolving funds authorize the collections to be obligated and outlayed for the purposes of the fund
without further appropriation. The law of supply and demand is expected to regulate such funds. However,
in some cases, Congress enacts obligation limitations on the funds in appropriations acts as a way of
controlling their expenditures. Therearetwo classes of revolving funds. Public enterprise funds, such asthe
Postal Service Fund, conduct business-like operations mainly with the public. Intragovernmental funds, such
as the Federal Buildings Fund, conduct business-like operations mainly within and between Government
agencies.

(c) Trust funds.

Trust funds account for the receipt and expenditure of monies by the Government for carrying out specific
purposes and programs in accordance with theterms of a statute that designates the fund as a trust fund (such
as the Highway Trust Fund) or for carrying out the stipulations of a trust agreement where the Nation is the
beneficiary (such asany of several trust fundsfor giftsand donationsfor specific purposes). Likespecial funds
and revolving funds, trust funds earmark collections for spending on specific purposes. Many of the larger
trust funds finance social insurance payments for individuals, such as Social Security, Medicare, and
unemployment compensation. Other major trust funds finance military and Federal civilian employees
retirement, highway and mass transit construction, and airport and airway development.

A trust fund normally consists of one or more receipt accounts to record receipts and an expenditure account
to record the appropriation of thereceipts and associated transactions. Sometrust funds have multiplereceipt
accounts for the same reasons that special funds have them. Also, like special funds, large trust funds (such
astheHighway Trust Fund) may have multiple expenditureaccounts. A few trust funds, such astheVeterans
Special Life Insurance fund, are established by law as revolving funds. Other than their designation as trust
funds, these funds operate the same as revolving funds in the Federal funds group, and we call them trust
revolving funds. They conduct a cycle of business-type operations. The collections are credited to the
expenditure account as offsetting collections and their outlays are displayed net of collections in a single
expenditure account.
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The Federal budget meaning of the term “trust,” as applied to trust fund accounts, differs significantly from
its private sector usage. Inthe private sector, the beneficiary of atrust usually owns thetrust's assets, which
are managed by a trustee who must follow the stipulations of the trust. In contrast, the Federal Government
owns the assets of most Federal trust funds, and it can raise or lower future trust fund collections and
payments, or change the purposes for which the collections are used, by changing existing laws. Thereisno
substantive difference between a trust fund and a special fund or between a trust revolving fund and a public
enterprise revolving fund. Whether a particular fund is designated in law as a trust fund is, in many cases,
arbitrary. For example, the National Service Lifelnsurance Fundisatrust fund, but the Servicemen's Group
Life Insurance Fund is a Federal fund, even though both are financed by earmarked fees paid by veterans and
both providelifeinsurance paymentsto veterans' beneficiaries. The Government does act asatruetrusteefor
some funds. For example, it maintains accounts on behalf of individual Federal employees in the Thrift
Savings Fund, investing them asdirected by theindividual employee. The Government accountsfor suchfunds
in deposit funds (see the next section).

(d) Deposit funds.

Y ou usedeposit fundsto account for moniesheld temporarily by the Government until ownershipisdetermined
(such as earnest money paid by bidders for mineral leases) or held by the Government as an agent for others
(such as State and local income taxes withheld from Federal employees’ salaries and not yet paid to the State
or local government). Weexclude deposit fund transactions, as such, fromthebudget totals becausethefunds
are not owned by the Government. Therefore, the budget records transactions between deposit funds and
budgetary accounts as though they were transactions with the public. For example, when the mineral leasing
process has been completed, the winning bidder’ s earnest money is transferred from the deposit fund to the
appropriate receipt account and the budget records a receipt in that year. Similarly, outlays are recorded in
an agency’ s salaries and expense account when a Federal employeeis paid, even though some of the amount
istransferred to a deposit fund for State and local income taxes withheld and paid later to the State and |ocal
government. Deposits and associated disbursements are recorded in the same account.

You may not use deposit funds to hold monies if you know they belong to the Government but have not
determined thespecific rece pt account to credit themto. TheTreasury Department providesclearingaccounts
to be used for that purpose.

20.12 How do| record investment in securities and disinvestment?
(a) Overview.

You can only invest funds if alaw authorizesit. Lawsthat authorize investment usually limit investments to
U.S. securitiesand rardly authorizeinvestment in non-U.S. securities. TheU.S. securitiesincludes public debt
securities issued by the Treasury Department and securities issued by other Federal agencies. They exclude
securitiesissued by non-Federal entities (including Government-sponsored enterprises), regardless of whether
the securities are federally guaranteed. We require a different budget treatment for investment in non-U.S.
securities than in U.S. securities. We explain the budget treatment for both below.
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(b) Non-U.S securities.

Wetreat aninvestment in non-U.S. securities (equity or debt securities) as a purchase of an asset. Y ou must
record an obligation and an outlay for the purchasein an amount equal to the purchaseprice. Y ou cannot incur
such an obligation unless a law has provided budget authority for the purpose. If a law requires such
investment without requiring further action by Congress, we will generally construe that law as providing
budget authority for this purpose.

Y ou record interest received on such investments as a collection when you receiveit and in the amount that you
receive. For investments from an appropriation or revolving fund account (including a trust revolving fund
account), you record interest as an offsetting collection credited to the account (line 88.40 Non-Federal
sources). For investments from a special or trust fund account, you record interest in a receipt account for
interest from non-Federal sources. Y ou record the proceeds fromthe sale or redemption of anon-U.S. security
as a collection when received and in the amount received. As with interest, you record the proceeds as a
offsetting collection credited to the account or as a receipt, depending on the type of the fund from which the
investment is made. These investments may involve other transactions, such as premiums or discounts.
Consult your OMB representative on the treatment of such transactions.

(¢) U.S securities.

Because U.S. securities are the equivalent of cash for budget purposes, wetreat investment in these securities
asachangein themix of assets hdd, rather than as a purchase of assets. The following paragraphs describe
the treatment in general terms, and the following table explains how to record specific transactions in the
budget. The purchase or redemption (or sale) of an asset, or the earnings in a year, may combine several
transactions together.

* Principal. Whenyou invest fundsin U.S. securities, you don't record an obligation or an outlay, as
you would for the purchase of non-U.S. securities, and the transaction requires no budget authority.
Instead, you reduce cash balances by the purchase price and increase holdings of U.S. securities by
the par (face or nominal) value. If you purchasethe security at a discount (the purchase priceis less
than the par value), you must record an adjusting entry, “unrealized discounts,” as an offset, so that
the value of the holdings in U.S. securities isn't overstated. Therefore, the balances shown in the
unavailable collections schedule (MAX schedule N) and the program and financing schedule (MAX
schedule P) for an account with investments in U.S. securities equal the uninvested amount, plus
holdings of securities at par, minus unrealized discounts (both schedules show a single figure for the
total balancesonly). The program and financing schedule also showstotal investments (at par value)
at the start and end of each year, as a memorandum entry (see section 82.8). The status of funds
schedule (MAX schedule J), which we require for certain accounts, shows separate entries for
uninvested funds, U.S. securities at par value, and unrealized discounts (see section 86.6).

» Earnings may consist of some or all of these components: interest, accrued interest purchases,
purchasepremiumsor discounts, and salespremiumsor discounts. Somecomponents may bepositive,
and others negative. You record each component as an increase or decrease in the net amount of
interest in the year it occurs, except for purchase discounts, which are recorded as an increase in
interest when the security matures. For investments from an appropriation or revolving fund account
(including a trust revolving fund account), you record interest as an offsetting collection credited to
the account (line 88.20 Interest on U.S. securities). For investments from a special or trust fund
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account, you record interest in areceipt account for interest (usually one ending with the suffix .20).
The status of funds schedule, if one is required for the account, records earnings on lines that
correspond to the entries for offsetting collections or receipts, as appropriate.

We may specify an alternative treatment for certain accounts where these rules may result in significant
distortions of amounts presented in the budget.

For purposes of financial reporting, purchase discounts and premiums are amortized over the life of the
security, which differs from the treatment described here. On the statement of operations, the amortized
portions of discounts and premiums are recorded as revenue or adjustments to revenue. On the balance shest,
the balance of unamortized discounts or premiumsisrecorded as an adjustment to the par value of the security

(see section 86.2).

Thefollowing table lists the transactions associated with investments in U.S. securities and explains how to

record them in the budget.

If thetransaction is...

Record in the P& F
schedule...

Or, record in the
special or trust fund
receipt account for
interest (usually

And, MAX will
automatically show in the
Status of Funds schedule...

suffix .20)...
(2) Principal, upon Under the memorandum  Not applicable. Under the heading
investment heading “ Total “ Unexpended balance, end
investments, end of of year:”
year:” anincreasein the C adecrease in the amount
amount reported on line reported on line 0700
92.02 " U.S. securities: “ Uninvested balance’
Par value’ equal to the equal to the purchase
par value. price, and
C anincreaseinthe
amount reported on line
0701 “ U.S. securities:
Par value’ equal to the
par value.
(2) Purchase discount Not applicable. Not applicable. Under the heading

— the difference between
purchase price and par,
when a security is
purchased for less than par.
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“ Unexpended balance, end
of year:” anincreasein the
amount reported on line
0702 “ Unrealized
discounts” equal to the
discount amount. When
the security matures, reduce
the balance entries for
unrealized discounts by the
amount of the discount at
purchase; and by an equal
amount, increase interest
reported on the line
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If thetransaction is...

Record in the P& F
schedule...

Or, record in the
special or trust fund
receipt account for
interest (usually

And, MAX will
automatically show in the
Status of Funds schedule...

suffix .20)...
corresponding to the
offsetting collection or
receipts, as appropriate.
(3) Purchase premium—the If earnings are credited If earnings are Under the heading “ Cash

difference between
purchase price and par,
when a security is
purchased for more than
par.

to an appropriation or
revolving fund account,
under the heading

“ Offsetting collections
(cash) from:” a decrease

credited to a special or
trust fund receipt
account, a decreasein
the amount reported
for interest equal to

income during the year:” a
decrease in the amount of
interest reported on the line
corresponding to the
offsetting collection or

in the amount reported the premium. receipt, as appropriate.
on line 88.20 “Interest
on U.S. securities’ equal
to the premium.
(4) Accrued interest If earnings are credited If earnings are Under the heading “ Cash

purchase — payments to the
seller of a security, when a
security is purchased, for
interest that has accrued to

to an appropriation or
revolving fund account,
under the heading

“ Offsetting collections

credited to a special or
trust fund receipt
account, a decreasein
the amount reported

income during the year:” a
decrease in the amount of
interest reported on the line
corresponding to the

the sdller but that will be (cash) from:” adecrease for interest. offsetting collection or
paid to the purchaser. in the amount reported receipt, as appropriate.
on line 88.20 “Interest
on U.S. securities.”
(5) Interest — the nominal If earnings are credited If earnings are Under the heading “ Cash

or stated amount of interest
received in the past year or
estimated for other years.

to an appropriation or
revolving fund account,
under the heading

“ Offsetting collections
(cash) from:” an
increase in the amount
reported on line 88.20
“Interest on U.S.
securities.”

credited to a special or
trust fund receipt
account, an increase
in the amount
reported for interest.

income during the year:” an
increase in the amount of
interst reported on the line
corresponding to the
offsetting collection or
receipt, as appropriate.

(6) Principal, upon
redemption or sale
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Under the memorandum
heading “ Total
investments, end of
year:” adecreasein the
amount reported on line
92.02 “ U.S. securities:
Par value’ equal to the
par value.

Not applicable.

Under the heading

“ Unexpended balance, end

of year:”

C anincreaseinthe
amount reported on line
0700 “ Uninvested
balance’ equal to the
purchase price, and
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If thetransaction is...

Record in the P& F
schedule...

Or, record in the
special or trust fund
receipt account for
interest (usually
suffix .20)...

And, MAX will
automatically show in the
Status of Funds schedule...

C adecrease in the amount
reported on line 0701
“U.S. securities: Par
value’ equal to the par
value.

(7) Salesdiscount — the
difference between the
purchase price and the sales
price, when a security is
sold for an amount less
than the par value.

If earnings are credited
to an appropriation or
revolving fund account,
under the heading

“ Offsetting collections
(cash) from:” an

increase if the difference
isagain and a decrease

if itisalossin the

amount reported on line

88.20 “Interest on U.S.
securities.”

If earnings are
credited to a special or
trust fund receipt
account, an increase if
the differenceisa
gain and a decrease if
itisalossinthe
amount reported for
interest.

Under the heading “ Cash
income during the year:” an
increase if the differenceis
again and a decreaseif it is
alossin the amount of
interest reported on the line
corresponding to the
offsetting collection or
receipt, as appropriate.

(8) Sales premium— the
difference between the
purchase price and the sales
price, when a security is
sold for more than the par
value.

If earnings are credited
to an appropriation or
revolving fund account,
under the heading

“ Offsetting collections
(cash) from:” an

increase if the difference
isagain and a decrease

if itisalossin the

amount reported on line

88.20 “Interest on U.S.
securities.”

If earnings are
credited to a special or
trust fund receipt
account, an increase if
the differenceisa
gain and a decrease if
itisalossinthe
amount reported for
interest.

Under the heading “ Cash
income during the year:” an
increase if the differenceis
again and a decreaseif it is
alossin the amount of
interest reported on the line
corresponding to the
offsetting collection or
receipt, as appropriate.

(d) Differences between amounts recorded by Treasury and the budget.

You will encounter differences between Treasury records and the budget if a law authorizes you to invest
special or trust funds in U.S. securities but requires appropriations acts to determine the amount of receipts
availabletoincur obligations. Treasury treatstheauthority toinvest thereceiptsasan appropriation, recording
the receipts as appropriated in the year received and subsequently as unexpended balances of appropriations
(combined unobligated and obligated balances). Since such appropriations do not provide budget authority,
do not record budget authority in the program and financing schedule. The MAX database will report these
amounts, along with the other amounts reported as unavailable collections, in the special schedule required
under section 86.7 (without separate identification for the invested portion of the balances).

OMB Circular No. A-11 (1999) 49



